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BRAZILIAN KEY ECONOMIC INDICATORS 


Exchange rate on September 30, 1980 
US$1.00 = CR$57.39 
1980 
“1979 % CHG Projection 


ee  ————————— 


National Accounts 
GDP in Current Dollars (billions)! - 
GDP Growth in Constant Cruzeiros (%) +6.5% 
Gross Fixed Capital Formation 
(current US $ Bns)! +10.0% 


Manufacturing Production 
Annual Growth Rate (%) 


Automobiles (thousand vehicles) 
Steel Ingots (million mt) 
Industrial Electricity Consumption 

for Rio-Sao Paulo (billion kWh) 
Cement (million mt) 


Wage Trends 
Increase in Avg Wages in Mfg +60-70% 


Increase in Minimum Wage Adjustments3 +90% 


Money & Prices 
Money Supply (Ml, year-end billions 


of CRS) 462.7 
Inflation 40.8% 


Balance of Payments (US $BIL) 
Exports 12,7 


(primary products) (6.0) 
(industrial products) 2 (6.7) 
Imports i34 
(oil/other fuels) (4.5) 
(intermediate goods) (4.5) 
(capital goods) (3.6) 
(consumer goods) (252) 
Trade Balance -1.0 
Interest Payments (net) 33 
Other Service Payments aoe 
Current Account Deficit -7.0 
Foreign Debt (gross) 43.5 
Foreign Reserves (gross) ik.3 
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laverage ex“nange rates: 1978 - CR$17.98 = US$1 
1979 - CR$26.68 = US$1 


2Industrialized products category contains reexports, and industrialized and semi- 
industrialized agricultural products. 


3Minimum wages are adjusted every May and November. 





SUMMARY : 


Through the first three quarters of 1980, the Brazilian econ- 
omy continued firm, showing few signs of the slowdown expected by 
the Government. Real growth for 1980 should be the same as for 
1979, about 6.5 percent. Brazilian policymakers have noted the 
possibility that some slowing in the growth rate will occur, but 
stress their intention to avoid any recession or major economic 
slowdown. 


Inflation on the 12-month moving average, climbed from 77.2 
percent at the end of 1979 to peak at 109 percent in August 1980 
before declining to 104 percent in September. The Government is 
confident that this decline will continue over the last 3 
months of 1980, and the annual rate will fall below 100 percent 
by the end of the year. 


Inflation has been fueled by constant increases in the price 
of imported oil, which supplies 80 percent of Brazil's petroleum 
needs, large wage settlements, monetary expansion, government defi- 
cit spending (including Government-owned companies) and large Gov- 
ernment subsidies. Food prices, which were expected to decline 
following 1980's bumper harvest, have continued to rise. 


Since being named Planning Minister in August 1979, Delfim 
Netto has progressively centralized the country's economic deci- 
sionmaking within the Planning Secretariat. Following implementa- 
tion of a package of economic reforms in early December 1979, 
which included a 30 percent devaluation and trade liberalization 
measures, the Government announced fixed limits in 1980 of 45 per- 
cent for inflation indexing correction and of 40 percent for ex- 
change rate depreciation vis-a-vis the dollar. The result has been 
that the authorities circumscribed much of their flexibility in 
implementing foreign exchange rate policy and indexing of financial 
assets and liabilities. At the end of 1979, on a last 12-month 
basis, devaluation of the cruzeiro versus the dollar had outpaced 
inflation by 37 percentage points. This advantage, which exporters 
enjoyed, had shrunk by the end of August 1980, as inflation on a 
12-month basis stood 8 percentage points ahead of the cruzeiro de- 
preciation. This trend prompted the authorities to set new 12- 
month targets (July 1980-June 1981) of 50 percent for both index- 
ing and devaluation. The Government has recently reaffirmed its 
commitment to effecting periodic small devaluations. 
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A new labor law introduced in late 1979 calls for semiannual 
wage adjustments related to a new consumer price index. The first 
major strikes since the political opening occurred in the first 
half of 1980 by Santos port workers and Sao Paulo metalworkers, 
who secured real wage increases of about 7 percent. Planning Min- 
ister Delfim Netto has publicly declared he will seek to change 
the new labor law in order to reduce its inflationary impact. 


A bright spot in Brazil's economy is that energy policy has 
succeeded in reversing the rising trend in petroleum consumption. 
For the 12 months ending August 1980, consumption was down 1 per- 
cent from the previous 12-month period. An 8 percent decline in 
gasoline use, coupled with a small drop in fuel oil consumption, 
offset still rising diesel use to produce the net decline. Domes- 
tic production of oil reached 200,000 barrels per day (bpd). The 
alcohol fuel program is progressing well. For 1980, forecasts are 
for record sales levels of cars using alcohol fuel and production 
of 4.1 billion liters of alcohol fuel. 


Growth in agricultural production will partially offset any 
gradual slowing of growth in industrial activity. The volume of 
agricultural output for 1980 is expected to be up 6 percent over 
1979. Favorable weather conditions, increased acreage under culti- 


vation, and Government assistance are the main factors behind 
this increase. 


Brazil's 1980 trade deficit stood at US$2.5 billion at the 
end of August. January-August 1980 exports were US$12.6 billion, 
up 35 percent over the same period in 1979. Imports, however, rose 
US$15 billion. Brazil's oil bill (US$6 billion January-August 1980) 
is primarily responsible for the trade deficit, as it was 61 per- 
cent higher than January-August 1979. The authorities hoped, prior 
to the cutoff of 50 percent of oil imports due to Middle East hos- 
tilities, that a leveling off of oil prices and diminished oil im- 
ports combined with a substantial seasonal pick-up in agricultural ex- 
ports would contribute to near balance or small deficit in the trade 
accounts during the second half of 1980. This implies a trade defi- 
cit of US$2.5 billion for 1980 as a whole. As a result of an ex- 
pected payments gap in 1980 of US$15 billion due to the visible 
deficit and foreign debt service payments, Brazil's gross foreign 
debt rose to over US$52 billion at the end of June and is expec- 
ted to climb to US$55 billion by year's end. Brazil is expected to 
close the payments gap in 1980 through foreign borrowing, drawing 
down reserves, etc. However, 1981 is expected to be more difficult. 
Direct foreign investment, including reinvestment, is expected to 
be US$2.3 billion. 
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The early 1980 goal for exports was US$20 billion. In Septem- 
ber, Finance Minister Galveas predicted total exports could rise 
to US$21 billion for 1980 and US$26 billion for 1981. Trends in 
import= pointed. to US$23-24 billion for 1980, prior to outbreak 
of hos:zilities in the Middle East. 


There is evidence that the Government is stepping up its 
efforts to support exports, particularly through financial sup- 
port of export credits, trade fairs, market research abroad, and 
programs to encourage companies to look to export sales. In some 
cases, domestic price control regulations serve to spur. exports, 
since goods exported are not subject to price ceilings. Brazilian 
Government policy is making import procedures more stringent, com- 
plicated, and less transparent. New regulations have required 
longer term foreign financing for many categories of imports on 
top of previous limitations of 1980 imports to 80 percent of last 
year's totals. Permission to import takes longer to get, and in 
many cases is arbitrarily rejected. 


INFLATION AND MONETARY POLICY 


Inflation accelerated steadily until August 1980, peaking at 
109 percent on a 12-month basis before turning down to 104 percent. 
The August figure was the highest in the current inflation cycle 
and reportedly the highest in Brazil's history. Wholesale prices 
in the same period were up an even larger 120 percent. Within these 
two categories, prices for construction materials were among those 
that have risen fastest. The cost-of-living increase, as measured 
by the Rio de Janeiro cost-of-living index, was up a smaller 86 
percent. Public service costs were a major contributor to higher 
living costs, rising 122 percent as previously controlled prices 
were adjusted upward. 


Through the early months of 1980, monetary policy was general- 
ly accommodative of ongoing inflation but, beginning in the second 
quarter, there appears to have been a shift toward more restrictive 
policy. In April, the Monetary Council set limits of 45 percent for 
the increase in credit by all financial institutions for the 12 
months ending December 1980. Credit to agriculture, exports, and 
that financed by foreign currency inflows was exempted from the 
45 percent ceiling. Re-enforcing the stance toward firmer monetary 
policy, the financial authorities resumed active and more aggressive 
open market operations in June in an effort to absorb liquidity. 
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In the 12 months ending in April, the money supply (M-1) 
had increased 81.8 percent, almost as fast as prices increased 
in the same period, 87.2 percent. Since April, a gap has opened 
between the 12-month increase in prices (109.1 percent in August) 
and the 12-month increase in the money supply (74.0 percent in 
August). Brazilian authorities cite these figures as evidence 
both that money supply growth is being contained and that infla- 
tion will begin to recede in the latter part of 1980. 


Efforts to contain monetary growth have been complicated by 
the official policy of subsidizing credit to targeted sectors, 
particularly agriculture, exports, and until recently, imports of 
petroleum and wheat. The petroleum and wheat accounts have oper- 
ated to subsidize domestic prices of these products, except gas- 
Oline, below world market prices, with the difference being fi- 
nanced by the Central Bank. In part because these accounts were 
undermining control of the money supply, the authorities contin- 
ued sharp increases in domestic gasoline, diesel, and fuel oil 
prices; eliminated the subsidy for naphtha; and began a staged 
phaseout of the wheat subsidy in August. Monetary authorities have 
been quoted in the press as saying the petroleum and wheat accounts 
alone will require payments in 1980 of about CR$200 billion, al- 


though they believe the larger portion of these expenditures is 
already behind them. These accounts have exerted a very strong ex- 
pansionary impact on monetary growth. Reduction of the petroleum 
and wheat subsidies will alleviate some of this pressure but sub- 
sidized financing of agriculture and exports will continue to com- 
plicate execution of monetary policy. 


In public statements, the monetary authorities have repeated- 
ly said they are prepared to conduct open market sales of Govern- 
ment securities as necessary to mop up excess liquidity generated 
through other financial operations. In addition, during 1980, it 
is expected that the Treasury accounts will show a cash surplus 
of CR$90 billion, which should help to restrain monetary growth. 


Late last year, key financial parameters were prefixed for 
1980 with a view toward dampening inflationary expectations. Mon- 
etary correction was set at 45 percent, exchange depreciation at 
40 percent, and money supply growth was targeted at 50 percent. 
In June of this year, adjustment was made in these parameters and 
the control period was rolled forward. For the year ending June 30, 
1981, a ceiling of 50 percent has been set for exchange deprecia- 
tion and 50 percent for monetary correction. These prefixed para- 
meters, combined with accelerating inflation in 1980, have resulted 





7 


in negative real interest rates this year. The authorities hope 
that inflation will decline in coming months and lead to some 
correction of these negative real interest rates. 


INDUSTRY 


During the first 7 months of 1980, manufacturing output in- 
creased by 7.5 percent, compared with 9 percent growth during the 
corresponding period of 1979. This satisfactory performance was 
achieved despite relatively widespread expectations of a sharp 
economic downturn in response to the imposition, since last Decem- 
ber, of a broad mix of Government policies, designed to curb in- 
flation and to improve the balance of payments. Policies to limit 
credit, to subject imports to very stringent controls, to restrain 
expenditures of most State-owned corporations, and to reduce or 
eliminate many Government subsidies appear to be taking hold and 
may cause some contraction of the economy. However, it appears 
that the 1980 annual increase in industrial production will be 
about 6.5-7 percent--implying an average growth rate of at least 
4.5 percent for the final 5 months of the year. Aggregate manufac- 
turing output, which showed a marked deceleration in April and 
May, expanded strongly in June and July. The kind of precipitate 
contraction that would be required to bring 1980 industrial growth 
down to 5 percent, a level mentioned by several senior Government 
officials as both necessary and possible, seems unlikely. Growth 
in industrial output during the first 7 months of 1980 was paced 
by machinery producers (output up 16.8 percent), plastics (up 15.4 
percent), the metallurgical sector (up 13.5 percent, with total 
steel output up 11.5 percent), and pulp and paper (up 13.3 per- 
cent). Production of consumer durables increased 9.8 percent dur- 
ing the January-July period, and consumer nondurables grew at 
slightly over 6 percent. Output of capital goods increased 5.3 
percent during the first half of 1980, compared with a 9.8 percent 
growth rate in the same period of 1979. 


The automotive sector, which accounts for 4 percent of GDP 
and more than 10 percent of industrial output, is not faring as 
well as had been expected in early 1980, largely because of the 
40-day Sao Paulo metalworkers' strike in late April and May, which 
caused an estimated loss of production of approximately 65,000 
vehicles. Consequently, it is no surprise that total output of 
automobiles, trucks, and buses during the first 6 months of 1980, 
519,700 units, was 5.3 percent less than in the corresponding 
period of 1979. The industry is, however, doing a good job of 
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catch-up, and the production of 96,400 vehicles in July brought 
cumulative output up to within 1.9 percentage points of the level 
produced in the first 7 months of 1979. Availability of credit 
will be crucial in determining how well the automobile industry 
finishes the year. However, industry sources have largely aban- 
doned prestrike forecasts of 5 percent growth and would be satis- 
fied to equal or only slightly exceed the 1979 production level 
of 1.1 million vehicles. Automotive exports during the first half 
of 1980 reached 54,500 units, for an increase of 7.6 percent over 
the corresponding period of 1979. 


One of the most surprising and encouraging developments in 
the automotive sector is the rapid progress of the alcohol fuel 
program. Production of vehicles using alcohol fuel began the 
year slowly and total output through July was only 50,000 units. 
However, capacity, production and demand have increased rapidly, 
and the industry is confident of producing 200,000 vehicles using 
alcohol fuel this year. Spurred by strong Government incentives, 
consumer demand has snowballed this year with up to 60 percent 
of prospective customers expressing preference for vehicles using 
alcohol fuel. 


The relatively slower growth in industrial output experienced 
thus far in 1980 compared with the same period last year is reflec- 
ted not only in the production statistics but also in data on em- 
ployment levels, investment trends, and bankruptcies. According 
to the Sao Paulo Industrial Federation, industrial employment in 
the greater Sao Paulo area at the end of the first semester of 1980 
was only 2.5 percent greater than a year earlier, which contrasts 
with the widely assumed annual growth of 4 percent in the Sao Paulo 
labor force. In regard to investments, Central Bank data show for- 
eign direct investment in the first 6 months of 1980 to have been 
at US$874 million, 2.8 percent higher than in the corresponding 
period of 1979, but representing a significant decline in constant 
dollar terms. Data on domestic investment are not available, but 
the Government has announced its intention of strictly controlling 
the investment budgets of State corporations and many private invest- 
ment programs. A significant number of private firms are reported 
to have deferred or slowed their investment programs because of 
their current less than enviable profitability situation, or their 
pessimistic perception of medium-term economic conditions or both. 
However, this is by no means a universal attitude. It is still easy 
to identify numerous individual firms and entire industrial sec- 
tors that are proceeding apace with major investment programs 
(e.g. automobile manufacturers, metallurgical sector, and mining). 





Moreover, much of Brazil's manufacturing sector, except a few 
areas such as capital goods, is operating at or near capacity lev- 
els, and this will provide a strong incentive to continued high 
investment levels. 


The present difficulties faced by businesses, including the 
anticipated gradual economic. slowdown, tight price control measures, 
and the scarcity of borrowed capital, are reflected in the numbers 
of approved bankruptcies. During the first semester of 1980, bank- 
ruptcies in the State of Sao Paulo were up 16.5 percent from 1979 
levels. June bankruptcies increased 72.7 percent over June 1979. 
As industrial management is challenged, entrepreneurs will be re- 
warded by their ability to adroitly manage their cash flow, to 
obtain capital inputs at reasonable costs, and to adjust product 
mixes to meet changing demands and opportunities. The going will 
obviously be easier for companies that are: (1) exempt from Gov- 
ernment price control, (2) significant exporters or companies with 
negligible import requirements, or (3) engaged in areas that will 
benefit from Government stimulus, such as electric power genera- 
tion or agriculture. 


ENERGY 


Brazilian imports of oil, which supply about 80 percent of 
the country's petroleum needs, peaked late in the first half of 
1980 at over 1.1 million bpd, averaging 840,000 bpd. Since May, 
total monthly imports have been declining in volume. The Govern- 
ment attributes the first semester import surge to Brazil's pro- 
gram to increase oil stocks, which stood at roughly 1 month's 
supply at the beginning of the year, rising to 3-4 months' supply 
at the end of September. In raising stock levels, the Government 
anticipated higher second semester OPEC prices and provided a 
strategic reserve against possibility of political disruption of 
flow of oil from the Persian Gulf, which supplies almost 75 per- 
cent of Brazil's imported oil. Total first semester oil imports 
were 171 million barrels costing US$4.8 billion. Second semester 
volume could be less, but the per barrel cost may rise, and the 
1980 oil bill may finish as high as US$10.5 billion. Iraq (over 
40 percent) and Saudi Arabia (over 30 percent) were Brazil's larg- 
est suppliers of petroleum prior to hostilities between Iran 
and Iraq. 
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Domestic production of petroleum reached 203,400 bpd in Aug- 
ust before an accident with an underwater system in the Campos off- 
shore field in September disrupted production of 39,000 bpd. There 
are estimates that the system will be back in operation within a 
few months but a delay of as much as 6 months is possible. Govern- 
ment targets for 1985 oil production have been qualified to pre- 
dict 350,000 bpd as certain and another 150,000 bpd as based upon 
discoveries as yet unmade. 


Brazil consumes a little over 1.1 million barrels of petro- 
leum per day. The 12-month average of oil consumption shows that 
total consumption of oil derivatives has begun declining in response 
to Government efforts in this area. For the 12-month period ending 
July 1980, gasoline consumption declined 8.4 percent. A rise of 
8.9 percent in diesel consumption was partially offset by a drop 
in fuel oil use to permit a decline of 1 percent in total consump- 
tion in the previous 12-month period. Much of the gain in gasoline 
economy can be attributed to Brazil's alcohol fuel program, which 
mixes up to 20 percent alcohol in gasoline as well as being used 
to power a fleet of cars using alcohol fuel only. Other consump- 
tion-restraining measures include closing of gasoline pumps on 
weekends and sharply raising the retail price of gasoline, which 
costs about US$2.80 for 1 gallon of low-grade gas. 


Petroleum reserves are about 1.26 billion barrels, with iden- 
tified offshore reserves totaling 667 million barrels. Petrobras, 
the State oil monopoly, is planning to spend US$4.5 billion on oil 
exploration and drill over 1,700 exploratory wells during 1981-85. 
Some US$3.5 billion will be spent on offshore exploration. The 
fourth round of risk (service) contracts is well under way with 63 
contracts signed with various foreign oil companies. 


The alcohol fuel program is coming along well towards meeting 
its official target of annual production of 10.7 billion liters in 
1985. In 1980, 4.1 billion liters of alcohol fuel will be produced, 
and the Government has announced that 1985 production may go over 
14 billion liters. The pump price of alcohol fuel has been set not 
to exceed 65 percent of gasoline price to stimulate demand for al- 
cohol fuel-powered cars. Further incentives include reduced road- 
use taxes and more liberal financing for such cars. In addition to 
anticipated production of 200,000 new cars using alcohol fuel only, 
it is expected that 50,000 cars will be converted to use alcohol 
fuel in 1980. Some 1,800 service stations offer alcohol fuel, and 
this figure is expected to increase to 7,000 by the end of the year. 
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Brazil's first commercial nuclear reactor is scheduled to 
commence operations in May 1981. This reactor, a 626-MW pressurized 
water reactor built by Westinghouse, is located in the State of 
Rio de Janeiro. Site preparations continue for Angra II, a 1,245-MW 
pressurized water reactor, the first to be built under the German- 
Brazilian Nuclear Accord of 1975. It is scheduled to be completed 
by 1987. The site for Angra III has yet to be approved by the Bra- 
zilian Nuclear Energy Commission. All three plants will be located 
in the State of Rio de Janeiro. 


Total electric power generation in 1979 amounted to 124,673 
GWh, 92 percent of which came from hydroelectric plants. Consump- 
tion was 109,793 GWh, which showed a growth of 13 percent in com- 
parison with the previous year. The installed capacity of power 
plants in operation on December 31, 1979 was 28,386 MW, for an in- 
crease of 12.5 percent over 1979. Growth rates for energy consump- 
tion are expected to remain around 12 percent through 1985. With 
hydroelectric potential estimated at 213,000 MW, the Brazilian 
Government expects to be able to meet this demand while expanding 
the share of electric power in Brazil's overall energy demand from 
the present 26 to 35 percent by 1985. Construction continues on 
the joint Brazil-Paraguay Itaipu project, designed to generate 
12,600 MW, which will make it the world's largest hydroelectric 
plant. By 1983, Itaipu is scheduled to be producing 2800 MW, with 
production shared equally between the two partners. 


AGRICULTURE 


Since taking office in March 1979 the Figueiredo Administration 
has emphasized agriculture as the priority sector of the economy. 
Agricultural policies have aimed at achieving self-sufficiency in 
basic foodstuffs, generating increased foreign exchange earnings 
through expanding the volume of resources for petroleum (e.g. the 
alcohol fuel program). Government programs to stimulate agricultural 
production succeeded in increasing significantly the sown area for 
most of the major annual crops in 1979/80, which, with generally 
favorable weather, resulted in the highest output in 3 years. Cur- 
rent estimates of major 1980 annual crops are: wheat, 2.9 million 
tons; corn, 20.6 million tons; rice, 10.5 million tons; dry beans, 
2.4 million tons; and soybeans, 15 million tons. Production of major 
perennial tree crops and sugar in 1980 are estimated as follows: 
coffee, 21 million 60 kg bags; cocoa beans, 320,000 tons; citrus, 
8.8 million tons; and sugar, 8.2 million tons. 
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In recent months, the Government has announced production 
programs for the 1980/81 crop, which reaffirm its commitment to the 
agricultural sector. The Government is increasing support for 
the next crop through new production loan schedules (up 113 
percent) and minimum prices (up 139 percent) for the 1980/81 crop. 
The Government estimates that these programs will encourage 
farmers to increase plantings 5 to 10 percent anc may result in a 
total grain crop (including oilseeds) of 60 million tons in 1981 
compared with 52 million tons this year. 


Agricultural exports (including semiprocessed and processed 
products), which accounted for 48 percent of total exports in 1979, 
are again expected to contribute almost half of this year's exports 
goal of US$21 billion. During the first half of 1989, agricultural 
export earnings totaled US$4.4 billion, compared with US$3.4 
billion for the corresponding period in 1979. 


Brazil's four major agricultural export commodities (coffee, 
cocoa, sugar, and soybeans plus their derivatives) accounted for 
73 percent, US$3.2 billion, of total agricultural export earnings 
during the first half of 1980 and were up 30 percent compared with 
the same period in 1979. This increase is largely due to an 
increase in the export volume and higher prices for soybeans and 
sugar. Substantial seasonal pick-up in soybean exports is expected 
to be offset in the second semester by lower cocoa prices and 
exportable supplies combined with lower coffee prices that may 
cause actual 1980 export earnings of the four major agricultural 
export commodities to fall below expectations. Exports of these 
commodities are likely to increase US$1.4 billion to US$1.9 
billion over 1979 earnings. 


In 1981, agriculture is again planned to supply about one-half 
of the total official export goal of US$26 billion. According to 
the Government, Brazil can, by increasing all exports at an 
annual rate of about 20 percent, achieve an export goal of US$40 
billion by 1984. Agricultural exports would be expected to expand 
by about US$2.5 billion per year reaching the US$20 billion level 
by 1984. Achievement of these optimistic export goals--particularly 
for the agricultural sector--will depend on a steadily increasing 
volume of exportable surplus, aggressive export marketing, growth 
in the level of world demand, favorable prices, and of course 
good weather. 


Brazil's agricultural imports are dominated by cereals, mainly 
wheat and corn. In 1979, Brazil imported 6.1 million tons of 
cereals valued at US$985 million, of which wheat imports accounted 
for 61 percent of the volume and 56 percent of the value. During 
the first half of 1980, Brazil imported 3.3 million tons of cereals 
valued at US$596 million, up 52 percent by volume and 97 percent 
by value over the corresponding period in 1979. This significant 
jump in 1980 cereal imports largely reflects increased import demand 
for wheat and corn resulted from the poor 1979 domestic wheat crop 
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and unanticipated growth of the poultry and swine sectors. Total 
imports of wheat and corn in 1980 are estimated at 4.6 million tons 
and 1.5 million tons, respectively, costing Brazil as much as 

US$1 billion. For 1981, wheat imports are again expected to be 
about 4.7 million tons due to a 22 percent drop in planted acreage, 
which has significantly reduced the potential of Brazil's 1980 
wheat crop. As a result, imported wheat is expected to provide 
about 60 percent of estimated 1981 wheat consumption of 7.8 
million tons. 


Assuming normal weather, the reported expansion of 
acreage should produce a sufficient quantity of corm to 
Brazil to be self-sufficient in corn in 1981. 


FOREIGN TRADE AND BALANCE OF PAYMENTS 


Through August 1980, the foreign trade deficit was US$2.5 
billion, 78 percent above the equal period a year ago. In 1979 
the trade deficit was US$2.7 billion. 


- The cost of oil imports continues to be the principal feature 
of Brazil's balance of trade. Through August 1980, oil represented 
40 percent of all imports and cost $6 billion, a 61 percent 

increase over the same period in 1979. By yearend, oil imports 
could reach $11 billion, compared with almost US$7 billion in 1979. 
Also in comparison, oil represented 37.3 percent of imports in 

1979. Percentage shares for other major import categories in 

1979, with the 1978 number in parentheses, are: machinery and 
equipment, 20.8 percent (26 percent); organic chemicals, 5.5 percent 
(5.6 percent); grain, 5.5 percent (5.1 percent); nonferrous metals, 
3.7 percent (3.0 percent); iron and steel, 2.7 percent (3.5 percent) ; 
and fertilizers, 2.3 percent (2.3 percent). Country share of 
Brazilian imports was subject to some variation as the United 

States continued the recent trend of losing its import share in 
Brazil. While total U.S. sales in 1979 to the country, US$3.22 
billion, increased over 11 pereent from 1978, the relative share 

of total non-oil imports fell from 30 percent to 28 percent. 
Combined imports from the European Fconomic Community (EEC), 
increased both relatively to all non-oil imports, and nominally in 
1979, up 18.1 percent to $3.25 billion. Japan was the only major 
supplier that suffered both absolute and relative declines, going 
from exports of $1.24 billion in 1978 to $1.09 billion in 1979. 

U.S. and EFC shares of total imports, including oil, are 18 percent 
and 18.1 percent respectively. OPEC is the recipient of the 
transfer in relative weight of Brazil's imports. Iraq oil pushed 
its sales from $1.21 billion in 1978 to $2.63 billion last year 

to capture 14.6 percent of the Brazilian import market. 


Total imports in 1980 are expected to reach $24 billion, a 
30 percent increase over last year. Increased oil imports will 
account for much of the surge, while manufactures and capital 
equipment will make gains. In the first 8 months of 1980, the 
value of exports increased 31 percent. Commodity exports last 
year experienced sluggish expansion, a trend which has carried over 
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into 1980. Cocoa, which earned almost $1 billion in 1979, may 
only reach $700 million this year due to lower production and 
lower world prices. Coffee, which earned $2.3 billion in 1979, 

is expected to show some increase in 1980 largely because of an 
increased volume of shipments. Exports in 1980 are expected to be 
15 million bags after 12 million 50 kg bags in 1979. Mid-year sales 
reached US$1.46 billion but sales in the second half will be 
affected by weaker world prices. Sugar exports are a bright spot 
with both higher volume and prices for exports. First half exports 
of US$426 million worth of sugar well exceeded total 1979 exports 
of $270 million, and by December 1980 may total over $1 billion. 

In 1979, soybeans and products exports totaled $1.7 billion. With 
higher prices and volume, their first half exports of $900 million 
will expand to $2.4 billion by the end of the year. Exports of 
industrialized goods increased 36 percent over the first half of 
1980 in comparison to the same period in 1979. 


Brazil expects to borrow US$12 billion in foreign loans in 
1980; US$6.6 billion of which had been secured by the end of 
July. The remainder is expected to be obtained without too much’ 
difficulty this year. New foreign direct investment is officially 
predicted to be US$2.3 billion. For the full year, drawdown of 
reserves was expected to be about $2 billion, a figure that was 
reached at mid-year, after starting the year at US59.9 billion. 
Gross foreign debt, which stood at slightly less than $50 billion 
at the start of 1980, reached US$52 billion at mid-year and will 
probably go to US$55 billion by December. Long-term capital 
inflows in the first quarter were about the same as the quarterly 
average of 1979 despite an enlarged current account deficit. 
Additional financing was provided by short-term capital inflows and 
reserves drawdowns. In the second and third quarters, long-term 
capital inflows picked up and appear to be adequate to cover 
remaining 1980 requirements. Brazil has been paying higher spreads 
for its foreign financing this year, and foreign banks have 
pressed closer to their country limits. 


Following the Government package of economic reforms and 
changes last December 1979, which included a 30 percent devaluation, 
the Government returned to the established crawling peg exchange 
rate system and has gone on record as opposing another 
devaluation to help Brazil's competitiveness in export markets. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


IMPORT POLICY 


Continuation of Brazil's stringent import policies is 
anticipated for the remainder of 1980 and well into 1981. It 
is also expected that, if Brazil's trade deficit continues to 
grow, more restrictions will be imposed, particularly during 1981. 
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Despite constant balance-of-payments pressures and increasingly 
harsh import restrictions, the value of U.S. exports still will 
probably climb 18 percent by the end of 1980. Nevertheless, 

by the beginning of 1981, imports from the United States (as 
well as from other spciihalss should begin to feel the effect of 
increasingly restrictive import measures. The abolition of 
Brazil's system of requiring its importers to pay large prior 
import deposits on some categories of goods and the imposition of 
a full 30 percent devaluation of the cruzeiro apparently did not 
have the effect of canceling each other. Imports previously 
subject to import deposits came to about one-fifth of total 
imports. The remaining four-fifths of imports that had been 
exempt from prior deposits were made 30 percent more costly in 
cruzeiro terms by the December 1979 devaluation. As imports 
continued to climb, the Brazilian Government imposed a series of 
higher import duties with increases or approximately 1,500 items 
in the Brazilian tariff schedule. Whether these measures will 
ultimately serve to curb imports is unknown. However, other 
restrictive measures have also been instituted during 1980 
including a 15 percent tax on foreign exchange transactions, 
which was due to be relaxed in September, but has now been 
extended until further notice. 


In addition, it appears that import regulations are being 
administered capriciously and may even be discriminatory. A 
number of American firms have reported excessive delays in the 
approval of requests for import licenses as well as arbitrary 
rejection of them. Many of these informal restrictions are 
attributable to a quota system under which approval for imports 
is apparently governed by a rule that states a firm may import 
only 80 percent of its imports of the previous year. 


On September 24, the Government announced its intention to 
impose severe restrictions on payment for imports of a wide 
variety of capital equipment, durable consumer goods, and 
chemical and steel products. Foreign financing ranging from 180 
days to 8 years will be required for imports exceeding $100,000 
for most transactions currently paid for on a cash basis. This 
decision, which is expected to affect about 30 percent of total 
Brazilian imports, was aimed at further restricting the inflow of 
imports and loss of foreign exchange. 


Given the above list of additional restrictions, imports from 
the United States will be very select, and probably limited to 
high technology items, products not produced in Brazil, and items 
that contribute to Brazil's export competitiveness. 


Imports from the United States reached US$2 billion at the 
end of June 1980 compared with US$1.3 billion for the first half 
of 1979. While Brazil is expected to be a US$4 billion export 
market for the United States in 1980, possibilities for substantial 
expansion in total sales of American goods continue to be limited 
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because so many categories of industrial goods are restricted and 
most consumer goods remain prohibited. The high priority being 
given by the Brazilian Government to energy offers good 
opportunities for sales of U.S. equipment and technology in the 
energy development/conservation categories. Other U.S. products 
with high potential for sales in Brazil include electronics 
industry production and test equipment, electronic components, 
health care equipment, metalworking machinery, mining machinery, 
oil and gas field equipment, laboratory and scientific instruments, 
printing equipment, food processing and packaging equipment, and 
communications equipment. The U.S. Trade Center in Sao Paulo will 
sponsor exhibits of mining and earthmoving equipment in November, 
“Tourism USA" in February, metallurgical manufacturing equipment in 
March, film and video equipment in May, electronic components in 
June, petroleum exploration equipment in June (off-site in 

Rio de Janeiro), and solar energy products in August. 


INVESTMENT POLICY 


Estimates show that U.S. direct private investment in Brazil 
at the end of 1979 was over US$7.5 billion. The leading sectors 
of U.S. investment at the end of 1°79 were machinery, chemicals, 
finance and insurance, petroleum, trade, and food products. The 
largest increases in U.S. investment have recently been in 
chemicals, machinery, finance and investment, and trade. 


While maintaining, in general, a liberal policy toward foreign 
investment, including wholly owned foreign investments, the 
Brazilian Government has established special policies in certain 
areas deemed of national interest. In the petrochemical sector, the 
prevailing pattern is the tripartite model, in which the government- 
owned oil company Petrobras (through its subsidiary Petroquisa) has 
a one-third interest in the joint venture, Brazilian private capital 
one-third, and a multinational corporation one-third. In the 
telecommunications sector, the Government has determined that key 
telephone switching equipment may be supplied only by Brazilian- 
controlled firms. This had led ITT, Ericsson, and Nippon Electric 
to enter into joint ventures in which the Brazilian partner has a 
majority interest. In the data processing field, the Brazilian 
Government has limited the production and sale of minicomputers to 
five Brazilian-controlled firms. In the medium-sized computer 
field, the Brazilian Government is now permitting limited foreign 
participation in domestic production of such computers. The 
Government recently announced that the process-control instrumentation 
field has been added to those markets reserved for Brazilian 
companies. 


The Brazilian Government has announced that it will reduce 
investment incentives for the capital goods industry, which is 
considered to have achieved sufficient--or excess--capacity. 

Instead, the emphasis of Government incentives is on the alcohol fuel 
program, designed to reduce the country's dependence on imported 
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petroleum. The possible role of foreign investors in this program 
has been the subject of extensive public debate with the likely out- 
come that foreign investment will be limited to alcohol fuel 
production for export, with the Brazilian Government retaining the 
option to divert production to the domestic market if needed. 


Except for the petrochemical, telecommunications, and the 
data processing sectors mentioned, there has been no change in 
Brazilian legislation that gives wholly foreign-owned firms the 
same rights as Brazilian-owned firms. However, in view of the 
clear preference shown by the Brazilian Government for joint ventures, 
several multinational corporations, especially those heavily 
dependent on sales to the Government or to State enterprises, have 
recently chosen to take on Brazilian partners. 


The Brazilian Government, well aware that a substantial part 
of foreign direct investment in Brazil is financed by foreign borrowing 
rather than equity investment, is attempting, through various tax 
incentives and other measures, to encourage foreign investors to 
convert loans to equity investment. 
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